
FIC;URE 2.3·4
PACE 2 OF 2

1993 SFAS·106 OPES IMPACTS COMPARED TO 1991 HISTORICAL DATA
(000)

STUDY AREA: SOUTHWESTERN BELL TELEPHONE CO.

SUBJECT TO TOTAL TOTAL SPECIAL
SEPARATIONS INTERSTATE COMMON LINE SWITCHED ACCESS IX

EXPENSES
50 NTWK SUPP 192 47 20 19 8 0
51 CEN SUPP 10,n4 2,561 416 1,455 682 12
52 CaE 22,167 5,314 926 3,483 867 34
53 aPR SYS N/A N/A N/A N/A N/A N/A
54 CIRCUIT N/A N/A N/A N/A N/A N/A
55 lOT 11,993 2,9n 2,974 N/A 3 0
56 C&IJ 36,242 10,022 6,981 1,410 1,631 0
57 OTH PP&E 144 37 18 13 5 0
58 NTIJK aPR 46,991 12,221 6,129 4,131 1,929 29
59 ACCESS 0 0 N/A N/A N/A 0
60 DEPR & AMORT 2,595 696 303 272 124 1
61 MARKETING 14,602 3,590 1,609 1,357 618 9
62 CUST svcs 52,975 9,064 1,273 2,476 1,059 1,304
63 CORPORATE 43,352 10,191 4,663 3,087 1,479 300
64 FCC ADJ EXP N/A 0 0 0 0 0
65 **TOT aPR EXPENSES** 241,9n 56,720 25,312 17,703 8,405 1,689

67 CONTRIBUTIONS 0 5 2 3 1 0
68 OTHER MISC REVENUES 0 0 (0) 0 (0) (D)

70 S&L TAXES 746 (245) (115) (91) (38) (0)
71 OTHER TAXES 0 9 1 3 2 0
72 **TOT OTH TAXES** 746 (236) (114) (88) (36) (0)

74 FIXED CHARCES 0 (22) (14 ) (2) (5) 0
75 IRS I~COME ADJ 0 43 21 17 6 8
76 FCC I~COME ADJ 0 0 0 0 0 8
n ITC AMORT 0 2 0 2 0 0
78 FCC ITC ADJ 0 0 0 0 0 0
79 FIT 10,571 (2,881) (1,495) (903) (474) (,0)

80 **TOT OPR TAXES*· 11,316 (3, , ,7) (1,609) (992) (5,0) (11 )

......... ----------_ ........ ------_ .... _-_. __ ..... - ... ------------ ........ - ... --_ ............... ----------_ ..... _----------- ... _--------------_.

82 REVENUE REQUIREMENT N/A 48,043 20,810 14,981 6,978 1,657
83 MISC REVENUE N/A 0 (0) 0 (0) (D)
84 UNCOLLECTIBLES N/A 0 (0) 0 0 (0)
85 NET REVENUE REQ N/A 48,043 20,8'1 14,981 6,978 1,658
86 EXP AND OTHER TAXES N/A 56,489 25,200 17,618 8,370 , ,6es
87 AVG NET INVESTMENT N/A (49,467) (25,729) (15,404) (8,165 ) (1eC)
88 FIT ADJUSTMENTS N/A 21 7 15 1 C
89 lTC-A N/A 2 0 2 0 Q

90 FIT N/A (2,881) (1,495) (903) (474) (10)
91 NET OPERATING INCOME N/A (5,565) (2,894) (1,733 ) (919) (20)
92 RATE OF RETURN N/A ·0.000000 -0.000000 0.000000 0.000000 0.000000



EXOGENOUS COSTS ADJUSTED FOR NONPRICE CAP SERVICES
(000)

STATE: SOUTHWESTERN BELL TELEPHONE COMPANY

FIGURE 2.4-1

TOTAL CL TS SPECIAL IX

1. EXOGENOUS IS ACCESS & IX 44,426 20,810 14,981 6,978 1,657
W/NONPRICE CAP SERVICES

FIGURE 2.3-4, LN 82

2. DISTRIBUTION RATIO TO ADJUST 0.008865 0.000791 0.011187 0.001727
NONPRICE CAP SERVICES

LN 9

3. EXOGENOUS COSTS ASSOCIATED 277 184 12 78 3
W/NONPRICE CAP SERVICES

LN 1 • LN 2

4. EXOGENOUS WITHOUT 44,149 20,626 14,969 6,900 1,654
NONPRICE CAP SERVICES

LN 1· LN 3

5. GODWIN ADJUSTMENT 0.848 0.848 0.848 0.848

6. EXOGENOUS WITH GODWIN ADJ 37,438 17,490 12,694 5,851 1,403
LN 4· LN 5

1991 REVENUES
(OOO)

TOTAL CL TS SPECIAL IX

7. 1991 REVENUES 1,690,325 768,596 610,783 276,524 34,678
W/NONPRICE CAP SERVICES

FCC 492 LN 1 + LN 6

8. 1991 NONPRICE CAP SVCS REVENUE 10,451 6,814 483 3,094 60
FCC 492 FOOTNOTE

9. DISTRIBUTION (LN8/LN7) 0.008865 0.000791 0.011187 0.001727
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to be made reconciling the fair value of the pension plans' assets
with amounts reponed in the Corporation's Consolidated
Balance Sheets. This point-in-time comparison has certain
limitations because of the inability to predict future events and
economic conditions, which will affect both the fair value of the
plans' assets and the present value of their benefit obligations.

The following table sets fonh the defined benefit plans'
funded status and amounts recognized as "other assets" in the
Corporation's Consolidated Balance Sheets as ofDecember 31:

1110 1989

2. Employee Retirement Benefits

Pension cost includes the following components:· 1. 1989 1988
Semce COlt - benelilS earned

dIIrinS !be period $ tlI.5 S 84.6 S 82.5
Intel"eSlllOSt on projected

beDeIit obliplion 34U 323.1 308.2
.ACbII.I return on plan UleIS 141.1 (1,266.6l (718.7)
Other-nf'! (ISI.II 797.0 272.0
Net IIl!nsion COlt (credil) S 117.1) S 161.9) S (56.0J

1437.5) (1.045.8)

(1.1....) (1.277.5)

5.145.7 4,878.6

U3U 4.687.5

132U) (275.3)

4.115.' 4.412.2

$ 521.1 S 466.4

Estimated amounls of UlelS reqUired
to provide funds for future payments
of projected benefil obli~lion

Adjusted for.
Unreco~ prior service cosl

Adjusted projeeted benefil obli~lion

Prepaid Wnsion coil

Fair value of plan Ulels $6.m.1 $7.201.9
AdjUlted for.

UlII'eCOPized nel ~ain
Unamonlzed dlITerence between the fall'

value of plan ISletS and the proj«ted
benelit obli~lion althe tnnsilion dale

AdjUSled Yllue of plan assels

The projected benefit obligations for 1990 and 1989 were
determined using a discount rate of 7.5 percent and a composite
rate ofcompensation increase of 6.7 percent

As ofDecember 31,1990, the accumulated benefit obligation
was $4,742.5, ofwhich $4,338.8 was vested. At December 31,
1989, these amounts were $4,463.2 and $4,069.7, respectively.

Substantially all employees are eligible to participate in
voluntary savings plans designed to strengthen the employee's
financial security at retirement by providing an incentive to save
and invest regularly. Under the savings plans, the Corporation
matches a stated percentage of eligible employee contributions,
subject to a specified ceiling. Starting in 1990, the Corporation's
match ofemployee contributions is being fulfilled with the
Corporation's common stock allocated from two leveraged
Employee Stock Ownership Plans (see Note 7) and from
purchases of the Corporation's slock in the open market The
costs relating to these savings plans were 562.5, $46.0 and $40.8
in 1990, 1989 and 1988, respectively.

The Corporation also provides certain medical, dental and life
insurance benefits to substantially all retired employees. Retiree
health care benefits are recognized as an expense as claims are
incurred. Life insurance benefit costs are actuarially determined
and are accrued and funded annually over the employees' active
working lives. In 1990, 1989 and t988. the cost of providing these
postretirement benefits was S89.6, 5i3.2 and S74.i, respectively.

S (51)S (5.5)

11tO 1989 1988

S 15.71

$(17.11 st61.9) $(56.0)Pelllion COlt (credit)
AmoUDl capitalized In propeny.

plant and equipmenl

The assumed discount rate used in determining pension cost
for 1990 was 7.5 percent; for both 1989 and 1988, the rate was
8.0percenL

The assumed long-term rate ofretum on plan assets used in
determining pension cost for 1990, 1989 and 1988 was 7.5 percenL

Statement of rmancial Accounting Standards No. 8i, "Em
ployers' Accounting for Pensions," requires certain disclosures

Substantially all employees of the Corporation are covered by
noncontributory pension and death benefit plans. The pension
benefit formula used in the determination of pension cost is based
on a Oat doUar amount per year of service according to job
classification for nonmanagement employees, and a stated per
centage ofadjusted career income for management employees.

The Corporation's objective in funding the plans, in combi
nation with standards of the Employee Retirement Income
Security Act of 1974 (as amended), is to accumulate funds
suflicient to meet its benefit obligations to employees upon their
retiremenL Contributions to the plans are made to an irrevocable
trust for the sole benefit of plan participants. Plan assets consist
primarily oflisted stocks, U. S. govenunent and domestic
corporate bonds, and real estate.

The following data relate to plan costs:

SOUlllWestem Bell CoroonnDn ZS



Notes to Consolidated Financial Statements (continued)

In December 1990, the Financial Accounting Standards
Board ("FASB") issued Statement orFinancial Accounting
Standards No. 106, "Employers' Accounting for Postretirement
Benefits Other Than Pensions" ("Statement No. 106").
Statement No. 106 requires benefit costs to be recognized
on an accrual basis as benefits are earned by employees, and
is effective beginning in 1993, although earlier adoption is
permitted. The Corporation's expected date for adopting the
statement has not been determined.

In implementing Statement No. 106, an employer may
immediately recognize the accumulated obligation for

postretirement benefits at the date or implementation or
delay the recognition over a period not to exceed the fP'e8ler
of the average remaining senice period ofplan participants
or 20 years. Achoice between these alternatives is CWTently
under study by the Corporation.

The increase in expense from implementing Statement
No. 106 may be material; however, a CWTent estimate is not
available. The extent or the expense increase is inDuenced by
the level or expense recognition within the ratemaking process
and certain revenue-sharing agreements in regulatory juris
dictions or the Telephone Company.



Management's Discussion and Analysis of
Financial Condition and Results of Operations (continued)

DoIlaIS in mllhOllS IXCIpt per SIIIrll amounts

Accounting tor Postretirement Benefits Other Than
Pensions In December 1990. the FASB issued
Statement or Financial Accounting Standards
No. 106, "Employers' Accounting for Postretire·
ment Benefits Other than Pensions" ("Statement
No. 106"). Statement No. 106 will change the
manner in which the Corporation accounts for
postretirement benefits by requiring expense to
be recognized on an accrual basis as benefits are
eamed by employees. Currently, expense is
recognized as claims are incurred. Note 2 to
the Consolidated Financial Statements discusses
the factors, including the effect ofregulation at
the Telephone Company, which will influence
the extent of any increase in expense resulting
from implementing Statement No. 106. The .
increase may be material but an estimate is
nol currently available.

. .'. -
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Dollars in Millions

Accounting for Postr~tirement Benefits Other than Pensions

In December 1990, the FASB issued Statement of Financial Accounting
Standards No. 106, "Employers' Accounting for Postretirement Benefits Other
than Pensions" ("Statement No. 106"). Statement No. 106 will change the
manner in which the Telephone Company accounts for postretirement bene·fits
by requiring expense to be recognized on an accrual basis as benefits are
earned by employees. Currently, expense is recognized as claims are
incurred. Note 2 to the Financial Statements discusses the factors,
including the effect of regulation at the Telephone Company, which will
influence the extent of any increase in expense from implementing Statement
No. 106. The increase may be material but an estimate is not currently
available.

16



2. Employee Retirement Benefits

Substantially all employees of the Telephone Company are covered by
one of cwo noncontributory pension and death benefit plans sponsored
by the Corporation. The pension benefit formula used in the
determination of pension cost is based on a flat dollar amount per
year of service according to job classification for nonmanagement
employees, and a stated percentage of adjusted career income for
management employees.

The Telephone Company's objective in funding the plans, in combination
with standards of the Employee Retirement Income Security Act of 1974
(as amended), is to accumulate funds sufficient to meet its benefit
obligations to employees upon their retirement. Contributions to the
plans are made to an irrevocable trust for the sole benefit of plan
participants. Plan assets consist primarily of listed stocks, U.S.
government and domestic corporate bonds, and real estate.

The following data relate to plan costs:

Pension cost (credit)

Amount capitalized in property,
plant and equipment

1990
$(66.6)

$ (5.7)

1989
$(58.8)

$ (5.5)

1988
$(52.4)

$ (5.2)

The assumed discount rate used in determining pension cost for 1990
was 7.5 percent; for both 1989 and 1988, this rate was 8.0 percent.

The assumed long-term rate of return on plan assets used in
determining pension cost for 1990, 1989 and 1988 was 7.5 percent.

Statement of Financial Accounting Standards No. 87, "Employers'
Accounting for Pensions," requires certain disclosures to be made of
the components of net periodic pension cost for the period and a
reconciliation of the funded status of the plans with amounts reported
in the balance sheets. This information is not presented for the
Telephone Company as the structure of the plans does not readily
permit the proportionate determination of the Telephone Company's
share of plan assets and obligations. As of December 31, 1990 and
1989, the amount of the Telephone Company's cumulative contributions

23
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Dollars in Millions

made to the pension trust in excess of its cumulative amount of
pension cost recognized was $501.5 and $432.4, respectively. Based on
actuarial valuations of each plan, the fair value of each plan's
assets exceeded their estimated actuarial projected benefit obligation
at December 31, 1990 and 1989.

The projected benefit obligations for 1990 and 1989 were determined
using a discount rate of 7.5 percent and a composite rate of
compensation increase of 6.7 percent.

Substantially all employees are eligible to participate in voluntary
savings plans sponsored by the Corporation which are designed to
strengthen the employee's financial security at retirement by
providing an incentive to save and invest regularly. Under the
savings plans, the Telephone Company matches a stated percentage of
eligible employee contributions, subject to a specified ceiling.
Starting in 1990, the Telephone Company's match of employee
contributions is being fulfilled with the Corporation's common stock
allocated from two leveraged Employee Stock Ownership Plans and from
purchases of the Corporation's stock in the open market. The costs
relating to these savings plans were $57.4, $43.5 and $38.1 in 1990,
1989 and 1988, respectively.

The Telephone Company also provides certain medical, dental and life
insurance benefits to substantially all retired employees. Retiree
health care benefits are recognized as an expense as claims are
incurred. Life insurance benefits costs are actuarially determined
and are accrued and funded annually over the employees' active working
lives. In 1990, 1989 and 1988, the cost of providing these
postretirement benefits was $85.0, $72.4 and $73.9, respectively.

In December 1990, the Financial Accounting Standards Board ("FASB")
issued Statement of Financial Accounting Standards No. 106,
"Employers' Accounting for Postretirement Benefits Other Than
Pensions" ("Statement No. 106"). Statement No. 106 requires benefit
costs to be recognized on an accrual basis as benefits are earned by
employees, and is effective beginning in 1993, although earlier
adoption is permitted. The Telephone Company's expected date for
adopting the statement has not been determined.

In implementing Statement No. 106, an employer may immediately
recognize the accumulated obligation for postretirement benefits at
the date of implementation or delay the recognition over a period not
to exceed the greater of the average remaining service period of plan
participants or 20 years. A choice between these alternatives is
currently under study by the Corporation.

The increase in expense from implementing Statement No. 106 may be
material; however, a current estimate is not available. The extent of
the expense increase is influenced by the level of expense recognition
within the ratemaking process and certain revenue-sharing agreements
in regulatory jurisdictions of the Telephone Company.
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bccoun~in& for Pos~re~irement penefits O~her ~hen Pen~ions

~ previously discussed on page 24 of ~e Telephone Company's 1990 Annual
Repor: on Fo:=It lO-K, the "Financial Accoun:ing S:andards Board issued
Statement No. 106, ~Employers' Accounting for Postre:~rement Benefits Other
than Pensions" (S:a:ement No. 106) in December 1990. Statement No. 106 ~ill

change the manner in ~hich the Telephone Company accoun:s for postre:irement
benefits by requiring expense to be recognized on an accrual basis as
benefits are ea.~ed by employees. Curren:ly. e'~ense is recognized on a cash
basis as claims are incurred. Adoption of Statement No. 106 is required cn
or before Januar~y 1, 1993.

On September 20, 1991, the Telephone Company filed ~ith the FCC its
notification of intent to adopt Statement No. 106 for interstate regulatory
accounting purposes effective January 1, 1993. This no:i:1c8:ion reques:s
that the FCC incorpora:e S:atemen: No. 106 into i:s Uniform System of
Accounts. Approval of a change in acco~~tinb standard vill :ake place
automa:ically 90 days after the filing of the no:ifica:ion of intent unless
the FCC i~~o~s :he Telephone Company to the con:ra=)·. Should the FCC deny
:he Telephone Company's reques:, a No:ice of Proposed Rulemaking may be
issued. ~ll major local exchange carriers are recuired to make simil~r

:ilin~s ~~~n ~~e Fe: :o~ adop~ion 0: Sib~::i~a~~ ac=o~~~ing changes. ~ne

7elephone Co~?anyls =il~~b ~~=~ ~he FCC ooes no~ ?=ec~uae ~ne Cc~o=~=ic~

==om aG.c~~i:1b S:'ii~erne:1~ l~o. 106 p:-:'o;: ~o JG::l'~':.. ~:-,,· 1., ~~93.

Tne ma~~itude 0: ~he :inancial s~a:emen~ i=?a=~ of adcp~ion of Sta:emen~

Ko. 106 depen::'.s on the level of expense recct:":'.:' :::'on "":'~hin ~he ratemakin[
?~oce~~ Z~~ ~c=~~~n reVt~ue-sna=~nb ab~eeme~~s in ~he 7ele?hone CO~?~~y's

rebula~o~· j~=~scic~io~s as we:l ~s ~he PC$s~t~~i~y 0: arnenCrne~~s ~o

?ost~e=i~ernen~ bene:~: ?~~~$. h~=2~se c: ~:ltS£ ~~=e~~~~n~ies, mana~eme~= :5- , .~.
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2. Employee Retirement Benefits

Statement of Fmancial Accounting Standards No. 87, "Employers'
Accounting For Pensions~ requires certain disclosures to be made
reconciling the fair value of the pension plans' assets with amounts
reported in the Corporation's Consolidated Balance Sheets. These
disclosures have certain limitations since the fair value of the plans'
assets and the present value of the plans' benefit obligations reflect
a point-in-time comparison. These amounts are subject to change
as a result of future events and economic conditions.

The following table sets forth the defined benefit plans' funded
status and amounts recognized as "other assets" in the Corpora
tion's Consolidated Balance Sheets as of December 31:

Pensions Substantially all employees of the Corporation are cov
ered by noncontributory pension and death benefit plans. The pen
sion benefit formula used in the determination of pension cost is
based on a Oat dollar amount per year of service according to job
classification for nonmanagement employees, and a stated per
centage of adjusted career income for management employees.

The Corporation's objective in funding the plans, in combina
tion with standards of the Employee Retirement Income Security
Act of 1974 (as amended), is to accumulate funds sufficient to meet
its benefit obligations to employees upon their retiremenL Contri
butions to the plans are made to an irrevocable trust for the sole
benefit of plan participants. Plan assets consist primarily of stocks,
U.s. government and domestic corporate bonds and real estate.

The following data relate to plan costs:

Pension cost includes the following components and
assumptions:

Postretirement Benefits The Corporation also provides certain
medical, dental and life insurance benefits to substantially all
retired employees. Retiree health care benefits are recognized as
an expense as claims are incurred. Life insurance benefit costs are
actuarially determined and are accrued and funded annually over
the employees' active working lives. In 1991, 1990 and 1989, the
cost of providing these postretirement benefits was $97.2, $89.6
and $73.2. respectively.

In December 1990. the Fmancial Accounting Standards Board
(FASB) issued Statement of Financial Accounting Standards No. 106,
"Employers' Accounting for Postretirement Benefits Other than
Pensions" (Statement No. 106). Statement No. 106 requires benefit
costs to be recognized on an accrual basis as benefits are earned by
employees. and is required to be implemented by 1993, although
earlier adoption is permitted. The Corporation's expected date of
adopting the statement has not been determined.

Voluntary Retirement Program In September 1991, the Board of
Directors of the Corporation approved terms ofa voluntary reti.re'
ment program for management employees of the Corporation
and selected subsidiaries. As an incentive for managers to "\.tire
or resign effective December 30, 1991, special retirement benefits
were offered to managers in the form of a five-year, 15 percent
supplemental pension benefit and a lump sum payment option.

The Corporation also amended its management pension plan
to provide all managers with an additional five years of age and
service for purposes of computing a frozen level of pension benefit
This level of benefit is available to management employees until
the frozen benefit is exceeded by a pension benefit calculated using
an employee's actual age and service. Managers whose combined
years of age and service totaled 65 on December 50, 1991, became
eligible for an immediately payable service pension.

The plan amendments, special retirement benefits, partial
plan curtailments and partial plan settlements did not result in
a significant impact on pension cost for 1991. Plan assets of $864

were designated for the settlement of the pension obligations of
those managers who elected to receive their benefits in lump sum
amounts. The voluntary retirement program, in its entirety, resulted
in a fourth quarter charge to net income of approximately $30.

The projected benefit obligations for 1991 and 1990 were deter
mined using a discount rate of 7.5 percent and composite rates of
compensation increase of4.6 percent and 6.7 percent, respectively.

As of December 31, 1991, the accumulated benefit obligation
was $4,988.9, ofwhich $4,479.6 was vested. At December 31,1990,
these amounts were $4,742.5 and $4,338.8, respectively.

In 1991, the Corporation reclassified certain benefit plan costs to
selling, general and administrative expenses. These costs were pre
viously reflected as interest expense or other income - net Prior
years have been restated to conform with the 1991 presentation.

1989

1989

8.0%
7.5%

$(61.9)
$ 15.5)

(437.5)

. 1990

4.939.1

(324.0)

$ 84.6
323.1

(1.266.6)
797.0

$ (61.9)

56.772.1

1990

7.5%
7.5%

1191

1990

(807.31

$(67.1)
$ (5.7)

5.310.6 5.145.7

5,160.7

$ 99.5
342.4
149.9

(658.9)

$ (67.1)

11,012.11 (1.188.9)

$7,130.0

1191

7.5%
7.75"10'

$ 157.81

$ 116.0
312.8

(1,545.1)
. 988.5

Adiusted value of plan assets

Assumed discount rate for determining pension cost
Assumed long-term rate of return on plan assets

Senrice cost - benefitS earned dunng the period
Interest cost on projected benefit obligation
Actual return on plan assets
Ol!ler - net

Estimated amounts of assets reQuired to provide funDS
for future payments of prolectea beneM obligation

AdJusted for:
Unrecognized prior service cost

Net pension cost (cred~)

Fair value of plan assets
Adjusted for:

Unrecogmzed net galO
Unamortized difference betWeen the lair value of plan assets

and the beneM obligation at the tranSItion date

1191

Pension cost (credit) $157.81
Amount capitalized in property. plant and equipment $ 15.51

Adiusted proJected benefit Obligation 4.723.S 4.615.9

PreDald oenslon cost 5 587.1 $ 529.8

1991 Annual Reonn 35



Notes to Consolidated Financial Statements (continued)

In implementing the statement, an employer may immediately
recognize the accumulated obligation for postretirement benefits
at the date of implementation or amortize the amount over a period
not to exceed the greater of the average remaining service period
ofplan participants or 20 years. Management estimates its accumu
lated obligation for postretirement benefits to be between $2,600
and 55,(100. The Corporation is currently evaluating the altematives
for recognizing this obligation.
. The Corporation bas completed a preliminary analysis of
the statemenL While the postretirement benefit i:XJ)eDSe inaease .
may be material, a specific estimate cannot be made at this time.
The magnitude ofthe financial statement impact depends on the
implementation option chosen, level ofexpense recognition within
the ratemaking process and certain revenue-sharing agreements
in the Telephone Company's regulatory jurisdictions, as well as
the possibility ofamendments to the Corporation's postretirement
benefit plans. Based upon the preliminary analysis, however, the
Corporation anticipates that Statement No. 106 will increase this
annual expense by approximately two to three times the amount
reIlected under the CWTent method ofaccounting.



Management's Discussion and Analysis of
.Financial Condition and Results of Operations (continued)

DoIlIIS in rnIIIIans IXCIIIl per Share .moulllS

Al:l:Duntin, tor Postretirement Benefits Other Than
PensiDfl$ In December 1990, the FASB issued State
ment ofFinancial Accounting Standards No. 106,
"Employers' Accounting for Postretirement Benefits
Other ThaD Pensions" (Statement No. 1(6). The state
ment will change the manner in which the Corpora
tion accounts for postretirement benefits by requiring
expense to be recoj;nized on an accrual basis as bene
fits are earned by active·employees. Currentl)', expense
is recognized on a cash basis as claims are inCWTed
by retireeS. This increase ma)' be material but a spe
cific estimate cannot be made at this time. Note 2 to
the Consolidated Financial Statements discusses the
factors which will influence the extent of the expense
increase resulting from implementing the statement.

In September 1991, the Telephone Company filed
with the FCC its notification of intent to adopt Statement .
No. 106 for interstate regulatory accounting purposes.
The notification requested that the FCC incorporate
the statement into its Uniform System ofAccounts. On
December 26, 1991, the FCC issued an order authorizing
all local exchange caniers to adopt the statement on or
before January 1, 1993. The FCC selected tile amorti
zation method for the recognition of the accumulated
benefit obligation which exists at the date of adoption.
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Accounting for Postretirement Benefits Other Than Pensions

In December 1990, the FASB issued Statement of Financial Accounting
Standards No. 106, "Employers' Accounting for Postretirement Benefits
Other Than Pensions" (Statement No. 106). The statement will change the
manner in which the Telephone Company accounts for postretirement benefits
by requiring expense to be recognized on an accrual basis as benefits are
earned by active employees. Currently, expense is recognized on a cash
basis as claims are incurred by retirees. This increase may be material
but a specific estimate cannot be made at this time. Note 2 to the
Financial Statements discusses the factors which will influence the extent
of the expense increase resulting from implementing the statement.

In September 1991, the Telephone Company filed with the FCC its
notification of intent to adopt Statement No. 106 for interstate regulatory
accounting purposes. The notification requested that the FCC incorporate
the statement into its Uniform System of Accounts. On December 26, 1991,
the FCC issued an order authorizing all local exchange carriers to adopt
the statement on or before January 1, 1993. The FCC selected the
amortization method for the recognition of the accumulated benefit
obligation which exists at the date of adoption.



Postretirement Benefits

The Telephone Company also provides certain medical, dental and life
insurance benefits to substantially all retired employees. Retiree
health care benefits are recognized as an expense as claims are
incurred. Life insurance benefit costs are actuarially determined and
are accrued and funded annually over the employees' active working
lives·. In 1991, 1990 and 1989, the cost of providing these
postretirement benefits was $95.1, $85.0, and $72.4, respectively.

In December 1990, the Financial Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standards No. 106, "Employers'
Accounting for Postretirement Benefits Other Than Pensions" (Statement
No. 106). Statement No. 106 requires benefit costs to be recognized
on an accrual basis as benefits are earned by employees, and is required
to be implemented by 1993, although earlier adoption is permitted.
The Telephone Company's expected date of adopting the statement has
not been determined.
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Dollars in Millior.s

In implementing the statement, an employer may immediately recognize
the accumulated obligation for postretirement benefi~s at the date of
implementation or amortize the amount over a period not to exceed
the greater of the average remaining service period of plan
participants or 20 years. Management estimates its accumulated
obligation for postretirement benefits to be between $2,600 and
$3,000. The Telephone Company is currently evaluating the
alternatives for recognizing this obligation.

The Telephone Company has completed a preliminary analysis of the
statement. Yhile the postretirement benefit expense increase may be
material, a specific estimate cannot be made at this time. The
magnitude of the financial statement impact depends on the
implementation option chosen, level of expense recognition within the
ratemaking process and certain revenue-sharing agreements in the
Telephone Company's regulatory jurisdictions. as well as the
possibility of amendments to the Telephone Company's postretirement
benefit plans. Based upon the preliminary analysis, however, the
Telephone Company anticipates that Statement No. 106 will increase
this annual expense by approximately two to three times the amount
reflected under the current method of accounting.
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SUMMARY OF PLAN PROVISIONS

1. Health Benefits

A. Basic Plan Information

(1)

(2)

(3)

Plan Name:

Plan Sponsor:

Plan Year:

CustomCare Medical Plan

Southwestern Bell Corporation and

Participating Subsidiaries

January 1 through December 31

B.

C.

D.

May 22. 1932

Eligibilitv

Reouirements for Benefits

Senefi!~ Defined

,~- .. ,

-1-

Regular active employees and retired

employees of Southwestern Bell

Corporation and Participating Subsidiaries;

spouses and other dependents are eligible

for company paid coverage only while the

retiree is jiving

ServiCE or disability retirement from the

Southwestern Sell Corporation

Managemem Pension Plan or the

Southwestern Sell Co;poration Pension Plan

There are two separate benefrt classes

, , ::;>'unoer me , Ian:

• Outside Network Area

• Network Area

TPF&C
____________________________________ Q TODorr;r P~r-M·7J CD":.oll".'·



OUTSIDE NEiWORK AREA BENEFfTS

(1 ) Base Coverage: (Not

subject to deductible)

• , 00% of hospital charges for 120

days

(2) Supplemental Coverage

• 95°/0 of surgeon charges

• 90% of physician in-hospital visits

• , 00% of diagnostic laboratory and

x·ray services

• , 00% of alternate care in lieu of

hospitalization

May 22, 19S2

•

•

•

Deductible

Maximum Out-of

Pocket

Coinsurance

-2-

1% of base payor pension per individual

per calendar year subject to a S25 minimum

and a S165 maximum, with a family

maximum of three times the individual

Si ,DOD plus the deductible per individual per

calendar year with a 1amiiy maximum of

Si .O:)D for each person pius three separate

indj\'id~al c:ieduc:ibles

8~% reimbursement of all other covered

expenses including outpatient psychiatric

and chemical dependency up to a

maximum of S80 per visit for 30 visits;

additional outpatient visits for psychiani:

visits are covered at 50%,; all chemical

TPF&C
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